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HIGHLIGHTS OF BUSINESS IN JULY 


Business activity in July declined moderately as a re- 
sult of slowdowns occasioned by holidays and vacations. 
Iron and steel operations were down to 65 percent of ca- 
pacity during the first part of the month, lumber output 
was lower, freight carloadings were substantially below 
year-ago levels, and automobile output dropped sharply, 
largely as a result of a strike at Chrysler Corporation 
plants. Reflecting the slackening of industrial operations, 
business loans of principal New York and Chicago banks 
declined during the first three weeks of the month. 

Business was better in other segments of the economy. 
Department store sales in the first half of July were 
somewhat above those of the corresponding period of 
last year and construction activity was maintained at high 
levels. Prices remained firm as the heat wave bolstered 
farm prices and seasonal increases in retail food prices 
kept consumer prices near record levels. 


Homebuilding Activity Increases 


The demand for new homes continued at a record 
pace in June. Moving counter to the usual seasonal trend, 
the number of homes on which construction was begun 
in June rose 12 percent from May to a total of 120,000. 
This was also considerably above the 105,000 new hous- 
ing starts reported last June. 

Back of this increased activity has been an upsurge 
in private homebuilding. Though higher in June, public 
housing starts so far this year have been less than half 
as numerous as in the first half of 1953. Private home- 
building, however, exceeded year-ago levels during the 
first six months of this year. 


Retail Sales Higher 
Retailers’ sales in June were generally higher than 
in the preceding month, according 


months of this year were slightly less than in the first 
half of last year. Sales of apparel stores, lumber, build- 
ing, and hardware stores, and motor vehicle dealers were 
down 5 percent or more on the average. The only group 
to register a substantial gain in sales was gasoline service 
stations, whose volume of business increased 7.5 perceut. 


Federal Deficit Reduced 


The Federal government ended its 1954 fiscal year 
on June 30 with a reduced deficit of $3.0 billion. This is 
less than earlier estimates of the year’s deficit and is con- 
siderably below the deficit of $9.4 billion incurred in the 
previous fiscal year. 

The big difference between this last fiscal year and 
fiscal 1953 was a $6.9 billion drop in expenditures, from 
$74.5 billion to $67.6 billion. Reductions in defense activi- 
ties accounted for most of the drop, with cuts made in 
military expenditures as well as in such related activities 
as mutual aid and stockpiling of strategic and critical 
materials. 

Federal receipts were slightly below the $64.8 billion 
collected in fiscal 1953 and well below earlier estimates. 
Lower income tax payments by individuals and corpora- 
tions and higher refunds than expected were said to be 
the reasons for the lower receipts. 


More Surpluses in Prospect 


The fourth largest crop in history is the farm pros- 
pect for 1954, despite Federal restrictions designed to 
reduce acreage planted by 7 percent. The reduced plant- 
ings were more than offset by better insect control, 
smaller losses caused by weather conditions, and record 
yields, according to preliminary estimates of the United 
States Department of Agriculture released in early July. 

Production of every major crop 
is expected to be more than last 


to preliminary estimates. On a 
seasonally adjusted basis, sales of 
retail stores were about 2 percent 
above May though 1 percent below 
the level of sales in June, 1953. rey 
Substantial gains in sales from the 
preceding month were experienced 
by motor vehicle dealers and by ap- 
parel and = general merchandise 
stores. 

Retail sales 


for the first six 
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year except for wheat and cotton. 
The latter were crops on which 
tight acreage controls had _ been 
placed. These controls, however, 
only served to increase the produc- 
tion of other crops. Instead of taking 
the surplus acreage out of produc- 
tion, as many had thought would be 
the case, farmers diverted it to 
raising other crops. 
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Outlook for Wages and Prices 


Divergent views of the business situation appear to 
underlie the steel agreement reached last month. The 
labor view is pessimistic. Labor feels that unemployment 
is already “intolerably high” and that it will go higher 
unless effective action is taken by the government. 
Union officials thought they were getting all they could 
with an improvement of five cents an hour in direct 
wages and another five cents in “fringe benefits.” Man- 
agement appears to view business conditions more opti- 
mistically. Although reluctant to raise costs and prices, 
it felt that the market could absorb a price increase. It 
raised prices $3 a ton, approximately enough to cover 
the additional cost of production. 

Perhaps the one view is too gloomy and the other 
too sanguine, if the recovery movement progresses as 
forecast on this page last month. Some implications of 
that forecast for employment, wages, and prices provide 
interesting sidelights on the situation as a whole. 


Competition for Jobs 


During the past year, unemployment incveased by 
roughly 2 million. About two-thirds of the increase 
resulted from lower employment and the other third 
from growth in the labor force. The increase was mod- 
erated somewhat by reductions in working hours; over- 
time has generally been eliminated, and operations in 
many plants have been put on a three or four day week 
in preference to letting workers out completely. 

The incidence of the additional unemployment was 
concentrated in a few industries and areas, so that in 
some localities it reached depression levels. Practically 
all of the loss in employment took place in manufac- 
turing and mining. The durable goods industries were 
the most seriously affected. Such major steel-consuming 
industries as ordnance, autos, farm machinery, and rail- 
road equipment experienced the most drastic cutbacks; 
and while steel reflected these cuts, it had steadier 
markets elsewhere. 

Unemployment in industries like these is a serious 
matter for the workers. There is no secondary labor force 
which can readily be displaced in favor of regular work- 
ers. Plants are not only large, but concentrated in a few 
areas where other jobs are relatively scarce. If other work 
can be found at all, it is likely to be on much less attrac- 
tive terms. 


The changes are clearly reflected in the data on labor 
disputes and turnover. Work stoppages have been running 
about 40 percent below last year. Turnover is also down, 
The accession rate has been a third lower. The separa- 
tion rate is down only a little, but last year the quit rate 
was over twice as high as the iayoff rate, and this year 
layoffs are over twice as high as quits. In other words 
competition among workers for the available jobs has 
increased sharply. 


Wage-Price Stability Ahead 


In the year ahead, diverse factors will be affecting the 
level of employment. Increased production will create 
some openings. The number will be small, however, be- 
cause the rise in production will be limited, and it will 
be offset in large part by increased efficiency, which 
makes fewer man-hours necessary for a given amount 
of work. Even if working hours are reduced a little 
further, the number of additional jobs will be small. At 
the same time, the labor force will be growing. Perhaps 
the growth will be somewhat less than in the past year, 
but it should still be enough to keep unemployment at the 
3 million level. 

Under these conditions, the comparative quiet of re- 
cent months may continue through most of fiscal 1955. 
Labor will continue to face unemployment and will settle 
for moderate increases, as it has in the steel negotiations, 
It will continue to call for government action; but the 
government has never accepted responsibility for local 
situations and does not now consider the over-all situa- 
tion unsatisfactory. Nothing is likely to be done, and 
there is nothing else in prospect, to bring back the tight 
labor markets of the Korean war years. 

The developments that brought the rise in unemploy- 
ment have also created problems for management. Ca- 
pacity is ample in most industries, and the return to a 
competitive fight. for markets puts management under 
pressure to cut costs. In some industries, the effects of 
these changes have been moderated by elimination of the 
excess profits tax; but this, too, leads to cost-cutting, be- 
cause wasted dollars can no longer be so highly discounted 
as government money. Management, therefore, will resist 
further wage demands. Further increases will no doubt 
be granted, but on the whole, they probably will not ex- 
ceed the steel settlement, which amounts to less than 5 
percent and has two years to run. In short, the long up- 
ward trend in wage rates will be tending to level off. 

Not only are the wage increases in prospect moderate, 
but they will be largely compensated by increased pro- 
ductivity. This means that unit labor costs will show little 
or no change, and this stability in unit labor costs sug- 
gests that prices too will hold at about the present level. 
With costs steady, market pressures will be decisive in 
determining price policy. Conditions will be good enough 
to make widespread price cutting unnecessary, and the 
struggle for increased market shares will rule out most 
advances. Efforts at strengthening the price structure in 
industries like textiles and oil are directed more at 
eliminating recent weaknesses than at achieving new 
gains. The comparative stability of wholesale prices dur- 
ing the last year may be projected into the year ahead. 

Going into 1955, with recovery in progress, there will 
be a tendency to discount labor’s pleas for action as “cry- 
ing wolf.” But this may prove to be a dangerous assump- 
tion. For if unemployment shows no decline while busi- 
ness is moving up, what will happen when business turns 
down? VLB 
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ILLINOIS INDUSTRIES AND RESOURCES 


—— 


COAL MINING 


The first coal discovered in Illinois was found by La- 
Salle’s expedition to America in 1679. The expedition’s 
letters and journals report the finding of coal in numer- 
ous places in what is now Illinois. These reports hold the 
first indication of what has since been found to be true — 
that a very large percentage of the State’s area is under- 
lain with coal. 

It is estimated today that bituminous coal deposits 
amounting to more than 170 billion tons lie under about 
two-thirds of the State’s area. This means that of all 
the states, only Colorado has greater soft coal reserves 
than Illinois. In production Illinois stands in fourth place 
among the states behind Pennsylvania, West Virginia, and 
Kentucky, and produces over 10 percent of the nation’s 
coal. 

Illinois mines employ almost 30,000 men and provide 
a payroll of about $120 million per year. Of the 50 
largest producing mines in the United States in 1951, 10 
were Illinois mines. One of these, the Peabody Coal Com- 
pany’s Mine Number 8 located near Tovey in Christian 
County, was the second largest producer in the country. 

Although 69 counties in the State have recorded pro- 
duction of coal, the greater part of Illinois coal produc- 
tion is highly concentrated. Eleven counties — Knox, 
Fulton, Christian, Macoupin, Madison, St. Clair, Perry, 
Franklin, Williamson, Saline, and Vermilion — produced 
more than 100 million tons during the period 1882-1952. 
These same counties accounted for almost 80 percent of 
the State’s production in May, 1954. 


Industry Faces Problems 

That the coal industry has for a number of years 
been faced with a sagging market is common knowledge. 
Illinois coal producers have suffered more from declining 
demand than have coal operators in general. Whereas coal 
production for 1953 was over 2 percent greater than the 
1935-39 average for the United States as a whole, Illi- 
nois coal production was down about 6 percent from 
the same period. 

The explanation lies in the relative changes in demand 
in the markets for which Illinois mines produce and in 
those for which the Eastern mines produce. Two of the 
four major groups of bituminous coal consumers have 
decreased their consumption, and both of these groups 
have been important outlets for Illinois coal. 

The first of these consumers, the railroad industry, has 
reduced its use of coal by about one-third in the last 15 
to 20 years and by over half from the World War II 
peak year of 1944. The second group, commercial and 
residential users of coal, decreased their consumption by 
almost 40 percent from the peak year of 1945. 


Areas of Strength 

One of the most important factors keeping coal con- 
sumption from dropping still faster has been the steady 
increase in coal consumption by the electric utility in- 
dustry. Coal consumption in 1951 for power production 


stood at about 170 percent of the 1935-39 average. This 
has been a sustaining factor for both the Eastern and 
Midwestern coal fields. 

The second consumer group whose demand for coal 
has increased since the 1930’s is the iron and steel in- 
dustry. It is primarily this industry’s demand which has 
put the Eastern coal fields in an advantageous position 
relative to Illinois mines. Since the overwhelming ma- 
jority of veins of metallurgical-grade coal are found in 
Pennsylvania and West Virginia, most of the 70 percent 
increase for that use since the late 1930’s has come from 
the Eastern mines. In 1950, for instance, less than 600,000 
tons of Illinois-produced coal was used in the coke ovens 
of the steel industry, whereas over 32 millions tons of 
Pennsylvania coal and almost 4 million tons of West 
Virginia coal were used for this purpose. 

Other demands may serve to bolster the market for 
coal in the future. Among these are the conversion of 
coal into chemicals and plastics. Another possibility is 
offered by recent experiments with coal-burning gas- 
turbine locomotives. 


Industry Seeks Lower Costs and Prices 

In the face of falling demand and reduced prices, the 
coal industry is attempting to find new markets and to 
reduce costs to a level where coal will again be competi- 
tive with other sources of power. In the years from 1939 
to 1951, the introduction of new machinery and the adop- 
tion of techniques such as strip mining has raised man- 
hour productivity by about one-third. Illinois producers 
pioneered the strip-mining technique and over one-third 
of the State’s output is strip-mined. 

Illinois mines are also highly mechanized. In 1950, 98.5 
percent of Illinois coal was machine cut, as compared with 
a national average of 92.6 percent. Only one major pro- 
ducing state, Ohio, with 99.3 percent, produced a larger 
percentage of machine-cut coal. More than 60 percent of 
Illinois coal is mechanically washed as compared with less 
than 40 percent of the national production. 

Although some immediate relief for the industry in 
the way of either lower costs or enlarged markets may be 
possible, any substantial improvement in the situation 
will probably take place over a longer period of time. New 
markets will have to be developed and further mechani- 
zation and development of tools and techniques will have 
to take place. These processes require time and it seems 
unlikely that they can be completed in less than a decade. 


CORRECTION: In our June issue we errone- 
ously stated that Pepsi-Cola planned to abandon 
the regional franchise system in favor of a more 
centralized organization. Pepsi-Cola has no such 
plans. The firm actually contemplating such action 
is one headed by Walter Mack, former president 
of Pepsi-Cola. 
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Business Loans Off 


The demand for bank loans by businessmen so far this 
year has been considerably below 1953. In June, the total 
outstanding amounted to $21.9 billion, up seasonally from 
May but $700 million below June of last year. Business 
loans usually decline after December each year as loans 
made for accumulating Christmas inventories and harvest- 
ing crops are repaid. The drop in 1954, however, amounted 
to 6 percent between December and June compared with 
about 3 percent in each of the two previous years. The 
larger-than-seasonal decline has occurred despite the past 
year’s large bank holdings of Commodity Credit Corpo- 
ration and Reconstruction Finance Corporation certifi- 
cates of interest. 

In response to the lower demand for loans, banks have 
reduced borrowing costs. In New York City the prime 
rate —the rate charged the largest borrowers with the 
best credit ratings — was cut from 314 percent to 3 per- 
cent in March. Other rates have dropped more sharply. 
Three-months Treasury bills at the beginning of July 
were down to .646 percent compared with 2.23 percent in 
mid-1953. Corporate Aaa bonds (Moody’s) were down to 
2.90 percent compared with 3.09 percent a year ago, and 
four-to-six-months commercial paper was at 1.56 percent 
compared with 2.68 percent in June of last year. 


Exports Continue High 


Foreign demand for United States goods was main- 
tained during the first five months of 1954. First quarter 
exports of nonmilitary goods were about 4 percent lower 
than in the first quarter of 1953, but increased shipments 
in April following the shipping strike and higher-than- 
year-ago shipments in May brought the value of total non- 
military exports for the first five months to $5.2 billion, 
2 percent above last year. When Mutual Security ship- 
ments are included, total exports were down 7 percent 
in the first five months, as defense shipments declined 
from $16 billion in the January-May period of last year 
to under $1 billion in the same period of 1954. 

Imports totaled $4.3 billion in the first five months, a 
drop of 9 percent from last year which reflected the lower 
level of business activity in this country. Because of the 
lower imports, this country’s export balance, excluding 
military shipments, increased to $940 million, compared 
with $440 million in the first five months of last year. 


Consumer Prices Stable 


Consumer prices held steady in June at 115 percent of 
the 1947-49 average. Food prices were up slightly but the 
rise was offset by a small decline in transportation costs. 

The stability of prices in June is typical of price move- 
ments that have occurred over the past three years. Since 
the middle of 1951 average consumer prices have risen 
less than 4 percent. Commodity prices have fluctuated 
within a narrow range whereas rents and services con- 
tinued a gradual upward movement. 

As shown by the chart commodity prices in early 
1954 were, on the average, double prewar prices. Al- 
though prices of transportation, personal care and read- 
ing and recreation are 70 to 90 percent over prewar, other 
service items have not kept pace with the advance in 
commodity prices. Noteworthy in this respect are gas and 
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electricity rates. These rates declined during the late 
thirties and throughout the war period as a large expan- 
sion of capacity resulted in reduced unit costs of distri- 
bution. However, in the past few years they have risen 
somewhat, to a point about 2 percent above prewar. 
Rents have lagged behind commodity prices even more 
than services. Rents had been held down until 1947 by 
Federal controls. In June of 1947 a general increase was 
authorized and rents rose sharply for the first time since 
the beginning of the war. Since then, rental rates have 
paralleled the increase in services as controls were re- 
moved in many cities and new housing which has been 
exempt from control became available at higher rates, 


Manufacturing Hours and Earnings 


Although about 1.6 million fewer workers were em- 
ployed in manufacturing industries in June of this year 
than last June, those who were working were earning 
nearly as much as in 1953. Average weekly earnings of 
manufacturing employees amounted to $71.68 compared 
with $70.74 in May and $72.04 in June of 1953. The in- 
crease from May resulted partly from a 1-cent-an-hour 
rise, to $1.81, in average hourly earnings, and partly from 
a seasonal increase in the length of the workweek. Aver- 
age working hours recovered to 39.6 hours compared with 
39.3 hours a month earlier but were over an hour less 
than the 40.7 hours worked in June of last year. 


CONSUMER PRICES 


* Estimated 
Source: Bureau of Labor Statistics. 
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BUSINESS BRIEFS 


PUBLICATIONS AND DEVELOPMENTS OF BUSINESS INTEREST 


Mechanical ‘‘Newsboys” 


A newspaper vending machine has recently been 
produced by the United Sound and Signal Company, 
incorporated, Columbia, Pennsylvania. At present, five 
newspapers in four major cities are leasing the mechan- 
ical venders and another 150 metal-and-glass “newsboys” 
will soon be ready for “hire.” Called the News Vend, the 
machine was built for either outdoor or indoor use and 
holds up to 30 large papers. The new vender can be wall- 
mounted, placed on a counter, or equipped with standard 
steel mounts. The coin mechanism provides for almost any 
sale price and can also be obtained with devices that 
make change. 

The upper half of the front page of the paper shows 
through a window on the front of the machine. When the 
money is deposited and a side lever pressed, the paper 
slides out a full-length slot at the bottom. The manu- 
facturer expects the new product to be placed in apart- 
ment house lobbies, hospitals, subway stations, and other 
places where newsstands have been discontinued. 


Household Formation 


The number of households in the United-States in- 
creased 57 percent from 1930 to 1953, rding to the 
Bureau of the Census. Although fam#fies accounted for 
seven out of eight households last year, family formation 
is not rising as rapidly as the number of individuals who 
head their own homes, either living alone or with persons 
not related to them. In 1953 more than two-and-a-half 
times as many individuals were living on their own as 
in 1930, whereas the increase in primary families during 
the same period was not quite 50 percent. 

Almost two out of every five individuals living alone 
last year were over 65 years old; more than two-fifths 
were between the ages of 45 and 64, and one out of five 
was between the ages of 20 and 44. Approximately three- 
fourths lived in urban areas. 


UNEMPLOYMENT BENEFITS 


Maximum Weekly Benefits, 1953, as Percent of Average 
Weekly Wages of Covered Workers* 


“Bosed on 1952 woge data; moximum excludes dependents’ ollowonces 


Source: U. S. Department of Labor. 


Several factors are responsible for the marked growth 
in households of only one person. The rapid rise in 
population, especially among the older age groups, has 
been partially responsible. But the main factor has been 
economic in nature. Broader job opportunities, a rise in 
income levels, and an increase in personal savings and 
retirement funds have all been important elements. 


New Telephone System for Rural Areas 


A new telephone system which utilizes the transistor 
promises more and better service to rural areas without 
the addition of more lines, according to Bell Telephone 
Laboratories in New York. The system makes it possible 
for a number of conversations to share a pair of tele- 
phone wires without interference over distances as short 
as five miles. Previously this was economical only over 
much longer distances, according to the company. More 
than 300 transistors will be used in an experimental model 
of the new system now being installed on a trial basis 
at Americus, Georgia. It is hoped that the size of the 
equipment will be reduced to about one-tenth of that 
which normally uses vacuum tubes. 


Unemployment Benefit Payments 


In most states, unemployment insurance benefits have 
not kept pace with rising wages. The average weekly 
payment in the United States in 1953 was $23.58, or 34.1 
percent of average weekly wages in 1952 —the latest 
year for which wage data are available. This compares 
with average benefit payments of $10.66, or 40.8 percent 
of average earnings, in 1939, the first year unemploy- 
ment benefits were paid in all the states. Only four 
states — Mississippi, New Jersey, Massachusetts, and 
Wisconsin — had higher average benefits in relation to 
wages than they did in 1939, and no state had higher 
maximum benefits in relation to wages than in 1939. 

In 1953, maximum weekly benefits ranged from $20 to 
$33, with only five states paying less than $25. 
Various factors influence the level of pay- 
ments, including state statutory provisions, ’ 
differences in wage levels, the economic char- 
acteristics of the various states, and differ- 
ences in the composition of the claimant 
group. Gross weekly earnings are used in the 
ratio computations and therefore they do not 
reflect withholding taxes or any other deduc- 
tions from earnings. If take-home pay were 
used, 1953 ratios would be somewhat higher. 
However, as the ratio of maximum benefits to 
average wages declines, an increasing propor- 
tion of insured claimants become eligible for 
the maximum amount. 

The chart shows that maximum benefits as 
a proportion of average wages during 1953 
were highest in Mississippi, North Carolina, 
and New Hampshire. The amount of the max- 
imum payment in these states was $30. How- 
ever, the dollar value of maximum weekly 
benefits was highest in Wisconsin, where it 
was $33; but because wages were also high in 
that state, benefits amounted to only 46 per- 
cent of wages. 
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The slackening of economic activity beginning in the 
latter part of 1952 has subjected some product lines, 
particularly consumer durables, to intense competitive 
pressures. Confronted with the need to move more of 
those classes of goods where inventories are unduly high 
or markets temporarily saturated, the business community 
has responded with stepped up promotional efforts. One 
aspect of this response, an aspect whose significance has 
grown over the last seven or eight years with each 
abatement in sales, is the burgeoning of discount houses 
and, more generally, of discount selling. 


Growth of the Discount House 


The discount-type retailing operation is not new. It 
became familiar to many back in the early thirties. Since 
World War II, however, its trend has been markedly 
upward. An estimate of the National Retail Dry Goods 
Association puts the number of discount houses today at 
about 10,000. Their total sales volume is not known, but 
the gross sales of some outlets run into seven figures. 
Most discount houses are concentrated in the larger cities, 
but their mail order activities reach out to the rural areas 
as well. 

Methods of operation are not uniform. Some carry 
small inventories for display purposes while others rely 
largely on the catalogs of manufacturers and wholesalers. 
Some channel their sales through organized “buying 
clubs” of trade union or fraternal groups while others 
sell to any and everyone. Some are located in inauspicious, 
upstairs premises and do not advertise openly, whereas 
others occupy somewhat more conventional quarters and 
show less restraint in publicizing their products and 
prices. Some are legitimate wholesalers who also deal 
directly with consumers and others are retailers who 
combine a conventional business with sales at a discount 
to members of clubs and other organized groups. But the 
common features of this mode of retailing are, in general, 
cash and carry sales, low inventories and low overhead, 
and discounts off list prices varying from 15 to 40 percent. 

The significance of the discount house is enhanced by 
its impact on the practices of conventional retailers. Not 
infrequently the latter find it necessary or expedient to 
yield to customers who have armed themselves with the 
discounter’s price quotation. The upshot is price reduc- 
tions on a sales volume far in excess of that of the 
discount houses alone. 


The Role of Distributors’ Brands 


To argue that the spread of discount selling presages 
an upheaval in retailing methods would be premature. 
The trend thus far is distinct. A considerable fraction of 
the general public, and a still larger fraction of conven- 
tional retailers whose sales have felt the pinch, are aware 
of it. But, as with most trends, its projection is a hazard- 
ous matter. Notwithstanding, there are several reasons, 
aside from temporary inventory pressures and_ slack 
sales, why discount selling may become an increasingly 
important and permanent feature of our marketing scene. 

For one thing, sales of distributors’ brands — some- 
times called “private” brands —have shown substantial 
gains in recent years relative to sales of manufacturers’ 
brands. The merchandise categories in which these gains 
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have occurred are the same categories into which the 
bulk of the manufacturers’ brands fall. The sales of Sears, 
Roebuck and Company are a pointed reminder of this 
fact. A glance at a Sears catalog will show how vast 
is the range of products, durable and nondurable, it dis- 
tributes to consumers. 

Certain of -he distributors’ brands enjoy cost advan- 
tages stemming from volume purchasing, an integration 
of the wholesaling and retailing operations, and a large 
and assured final market. They benefit further from the 
distributor’s ability to control his prices absolutely and 
to vary them at will — something the manufacturer cannot 
do except through such cumbersome arrangements as 
consignment selling or fair trade. As a result, distributors’ 
brands are priced competitively. Discounting of high list 
prices on manufacturers’ brands is a natural reaction to 
this situation. 


Effects of Standardization 


Where products are mass produced, are of uniform 
quality, and are nationally advertised by the manufacturer, 
their vulnerability to discount selling is exacerbated. 
These three elements are fundamental to America’s eco- 
nomic advance and constitute part of the explanation for 
its high productivity levels. They are, of course, closely 
related to one another. Standardization is a first requisite 
to mass production, and national advertising facilitates 
distribution of the fruits of mass production. 

The standardization feature makes it.a matter of 
indifference to the consumer which retailer he purchases 
from. He knows that wherever he buys, the product will 
be the same. National advertising substitutes in large 
measure for the selling and promotional efforts of re- 
tailers. By the time the consumer is ready to purchase, 
he can and often has acquired, through newspapers, 
magazines, and the radio, a fairly accurate idea of 
what he wants. 

This “preselling” of products conduces to minimize 
the role of the retailer as an intermediary between the 
manufacturer and the final buyer. Aside from the cases 
where maintenance and repair of an appliance are 
serious problems or where initial installation is compli- 


. cated, his services are, to a significant degree, dispensable. 


His proverbially important functions of informing the 
customer, of helping him choose from among many items, 
and of standing behind the item chosen certainly are less 
necessary today. Where traditional margins are high 
enough to cover the cost of unessential services, discount 
selling is to be expected. 

In fostering the spread of the principles of self-selec- 
tion and self-service, standardization and national adver- 
tising are abetted by a growing public interest in the 
activities of consumer research organizations. The pub- 
lications of these organizations, in reporting to subscribers 
on their controlled tests of a wide range of consumers’ 
goods, help to supplant exaggerated advertising claims 
and platitudinous sales talk with facts relevant to judi- 
cious and economic choice. The audience such publications 
have attained thus far represents but a small percentage 
of the nation’s consumers. Manufacturers and retailers, 
however, are acutely aware of their existence. 
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Fair Trade Partly Responsible 

Paradoxically, the fair trade laws, under’ which manu- 
facturers may fix minimum or given prices for their 
products, share in responsibility for discount selling. 
There are, in fact, grounds for regarding them as a major 
encouragement to such selling. 

When a manufacturer elects to fix the price of his 
product under fair trade, he tends automatically to con- 
dition the consumer to a given product-price relationship. 
The consumer may or may not believe the product is 
worth the price fixed. But he learns from experience, 
perhaps with the aid of the manufacturer’s advertising, 
that the product sells for the stipulated price in every 
outlet, whatever its location, and whether it is a super- 
market, a small appliance store, or a department store. 
Because of this product-price conditioning, he will im- 
mediately recognize a price cut and will be especially 
responsive to it. 

Indeed, the expressions “price cut” and “price cutting” 
have meaning only insofar as there exists some custom- 
ary price against which a price reduction can be measured. 
A customary price may, of course, develop for a product 
without the use of fair trade laws. This may result from 
widespread use by dealers of a common method of markup 
or from publication by manufacturers of suggested or list 
prices. Generally, however, such a price will register at 
least moderate variations over time and place, so that the 
product-price relationship will not be very strong. 

Customary prices may also result from centralized 
control by a manufacturer selling on an agency or con- 
signment basis or by a distributor selling his own private 
brand. However, arrangements of this type allow for 
ready alterations in price and for its geographic variation. 
Moreover, because the manufacturer or distributor can 
so readily control price, he need not be unduly concerned 
about any product-price relationship that might develop. 
But once such a relationship is established under fair 
trade, retailers find it tempting to cut prices. They know 
that consumers will recognize the advantages of those 
prices and respond to them. 


Discount Houses Here to Stay 

In short, in putting a product under price maintenance, 
manufacturers help to create conditions that make price 
cutting profitable. Where instead prices are allowed to 
fluctuate in accord with varying economic pressures, the 
probability of severe price cutting is correspondingly re- 
duced. Were discount houses deprived of the easy targets 
set up for them by fair trade, their success doubtless 
would be more limited. 

The partisan of uniform prices and standard markups 
will find littke comfort in the prospects for effective 
enforcement of the fair trade laws. The prospects are 
extremely poor. Enforcement is up to the manufacturers, 
and with few exceptions they are reluctant to take 
action. In the first place, the policing of retail prices and 
the institution of legal remedy against violators are ex- 
pensive. In the second place, manufacturers have no solid 
interest in enforcing fixed retail prices. Their primary 
concern is for as large a sales volume as possible at prices 
satisfactory to themselves. Firms which sell at a dis- 
count buy from manufacturers on the same terms as other 
retailers, and their lower resale prices contribute to a 
larger sales volume. Effective enforcement, presuming it 
were feasible, would deprive many manufacturers of 
some of their best accounts. 

The signs, then, are that discount selling is more than 
a phantom in the marketing picture. It is nurtured and 
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supported by deeply rooted trends in distributors’ branding 
and in product standardization and national advertising. 
It receives further encouragement from the fair trade 
laws which promise to be with us for some time. Return 
to a sellers’ market would diminish the advantage con- 
sumers gain in buying through discount channels, and a_ 
return to general shortages would eliminate them com- 
pletely. In the latter event, discount selling would dis- 
appear. But these eventualities are not to be counted on 
except in wartime. A more likely outlook is for a flexible 
price situation, with sellers competing in a customary 
manner for the buyer’s dollar. It is in this type of situa- 
tion that discount selling has shown its strength. 

Conventional retailers are not without resources to 
meet the competition. Whether they are large or small, 
they possess one advantage that assures them of a sizable 
following: They are willing to sell on credit. A great 
many consumers, from necessity or otherwise, prefer 
present to future satisfactions and are willing to pay 
dearly for this preference. 

Smaller retailers can, if they choose, quickly adjust 
their practices to meet changing conditions. Since they 
deal with customers on an individual basis, they also can, 
within limits, vary the terms of sale to suit the case. In 
this they possess an advantage relative to large outlets 
like department stores, whose scope of operations re- 
quires them to treat customers uniformly. Not least, the 
small retailer can, and frequently does, violate the fair 
trade minimums with little fear of detection, while large 
outlets quickly attract attention if they do so. The large 
outlets, on the other hand, can and do push their own 
brands, some of which are competitive with national 
brands .even when the latter are discounted. 

No quantitative estimate is possible of how far con- 
ventional retailers have utilized or will utilize their 
resources in response to the discount challenge. Whether 
they can fully meet that challenge without developing 
some of the real economies the discount sellers have at- 
tained is another question. 


The Frontiers of Distribution 

By highlighting the competitive tendencies at work, 
the recession could easily lead one into comfortable 
exaggerations about the operation of that magical force 
called countervailing power. One might, for example, 
envisage the distributors’ brands in pitched battle with 
the manufacturers’ brands. One might further visualize 
great quantities of standardized products, in a search for 
buyers, exerting a relentless downward pressure on high 
fixed prices. Optimism of this kind is hardly warranted. 
In many product lines the number of manufacturers is 
so few that uniform prices (or price differentials) and 
relative price stability are almost inevitable. Inertia and 
an adherence by retailers to customary markup practices 
also inhibit price adjustments. Strong retail trade asso- 
ciations, with not inconsiderable success, have sought and 
continue to seek after pricing policies that ensure high 
margins. Finally, the severest kind of competition in 
distribution cannot help appreciably to bring to earth the 
jacked-up prices of products favored by parity or tariff 
arrangements. 

At the same time there are many elements, of which 
discount selling is one, that contribute to viability in the 
marketing picture. Future technological changes and 
product developments can be expected to work in the same 
direction. The competitive pattern in distribution does not 
approximate to any theoretic ideal, but its frontiers are 
still open. 
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